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addresses. 


“This is a progress report for the past year and something of a look ahead. It was a year of problems, but also of progress. 


“A sharp adjustment to Canada’s economy has occurred. The dollar has dropped enough to make us competitive again -- 
although in declining it has made our inflation worse. Our wage increases and productivity have moved back in line with the United 
States. When the present shake-out is complete, fairly soon, Canada will begin a long period of stable growth. 


“Last fall, Canada’s basic economic performance was not all that bad, certainly when compared with most other countries, 
but a key ingredient was missing -- business confidence to invest. We had to emphasize industry’s clear role as the engine of 
growth that would enable Canada to compete in a world of increasing pressures. 


“We started hammering in the planks in a deliberate policy to encourage growth in the private sector -- plus what must go 
along with that, the pulling in of our horns in the public sector. 


“We moved on two general fronts: on measures such as taxation and industrial assistance programs where we could move 
quickly; and on setting up probably the most important development of the year, practical consultations between business, labour 
and governments. Consultation was very specific -- how to improve the productivity and sales of 23 individual Canadian industry 
sectors. Let me give you a progress report on these two fronts. 


Consulting on an Action Agenda 


“The Prime Minister and Premiers agreed last February that industrial growth would have first priority in government policy. 


“By March, we had set up 23 sector task forces on manufacturing, construction and tourism. They began reporting in July. 
The assessment of each sector and the recommendations for governement policy came to me and to my provincial counterparts. 
At the federal level we have set up our own task forces to go over each report and draw out the main messages in specific terms. 
From these will come broad policy as well as particular measures for industry X or Y. Our recent economic announcements were 
deeply influenced by the themes running through these reports. 


“In July, another committee, composed only of business and labour leaders and one neutral academic, was formed to 
receive all the sector reports as well. That committee is assessing the reports and drawing out the common threads of broader 
policy recommendations from the private sector point of view. 


“The “Second Tier” committee report will be discussed by federal and provincial deputy ministers of industry as well as by 
myself and my counterparts. We will report to a meeting of First Ministers near the end of November. 


The Economic Steps 


“Earlier this year, Bob Andras, President of the Treasury Board, committed the federal government to keep its spending 
peneath the growth of GNP. We are now cutting $2.5 billion from many existing programs. My own department's cuts have been 
relatively small. Indeed, the overall picture is that my department will be increasing its support to industry for the vital job of 
increasing exports and replacing imports.” 
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Industry, Trade and Commerce 
Summary of Cut Backs 


1978/79 1979/80 

$ Millions $ Millions 
Defence Industry Productivity 4.2 4.2 
Metric Tools Conversion Program 1.0 1 
Shipbuilding contract subsidies 5.0 3.0 
Tourism 197 
AGMAP -- (terminated effective April 1, 1979) 9 
GOMI -- (terminated effective April 1, 1979) 4 ES 
Credit Grain Sales 2.0 3.0 
FIRA «1 1S 
Standards Council D 
Statistics Canada 1979 
EDC -- Reduction in Advances 40.0 
FBDB -- Reduction in Advances 22.0 
“Less Provisions for Commitments 12.7 93.4 

on Approved Projects to be 

allocated between AGMAP and GOMI -1.0 
127 92.4 


“Legislation, already introduced, will hold public service employment at zero growth and ensure salaries will not outpace 
those of the private sector. Additional savings will be achieved through more selective application of unemployment insurance 
payments and family allowances.” 


Employment measures 


In April, 1977 changes to Bill C-27, modifying the Unemployment Insurance Program, were made. 


- These changes gave an additional 12 weeks of regional extended benefit entitlement raising the entitlement to a 
maximum of 32 weeks from the proposed 20 weeks. The number of additional weeks of benefit entitlement would be 
based on regional unemployment rates. 


- A variable entrance requirement between 10 and 14 weeks of insured employment was put in place. The lenght of the 
qualifying period was to be based on the severity of unemployment in particular regions. The minimum entrance 
requirement would apply where the unemployment rate exceed 9 per cent and the maximum where the rate was 6 per 
cent or less. 


On September 1, 1978, further changes to the Unemployment Insurance Program were proposed. 


U.I. Program Changes 


- The entrance requirement will be increased for some claimants who have already received U! benefits in the year before 
a current claim. To qualify for UI benefit, “repeaters” would need the greater of: the present variable entrance 
requirement or, the same number of weeks of insured work as the benefit weeks they received in their previous claim. 


- To qualify for UI benefit, new entrants and re-entrants to the labour force would need 40 weeks of insurable 
employment in the previous two years. Of these weeks, 10 to 14(depending on the regional unemployment rate) would 
have to be in the last year of the two. 
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- Minimum insurable earnings will be increased so that a week of employment must consist of anincreased minimum of 


employment (such as a minimum number of hours on the job or a combination of other factors) to be considered 
insurable. 


- Weekly benefit rate will be reduced from 66 2/3 per cent to 60 per cent of weekly insurable earnings. 


- There will be a special recovery from high-income claimants whose gross income is more than $22,000 in any calendar 
year. 


- Financing of the UI benefit structure will be made more equitable by sharing the cost of the second phase of benefits, 
“now wholly paid by the government”, with employers and employees. 


There has been more. Jean Chrétien, Minister of Finance, has introduced measures to stimulate employment, production 
and investment.” 


Employment Strategy 1979-80 


- The focus is to increase employment and the employability of Canadians. Emphasis will shift to helping industry train 
and employ Canadians. 


- Much of this increase in employment generation will be made possible by the unemployment insurance funds to create 
private sector jobs for youth and by incorporating into the strategy the use of tax revenues to accomplish the same 
objective for the labour force in general. 


- In the area of private sector growth and employment, aside from youth employment, financial provision will be 
increased significantly. Much of the increase in employment will come from steps to enhance the ability of the 
Employment Tax Credit to assist businessmen in expanding employment. A large portion will come from an increase 
in skill training and development of measures to help industry overcome areas of skill shortages. A portable wage 
subsidy will also be developed to spur re-employment of people laid off as a result of economic shifts. 


- The Summer Youth Employment Program is being expanded and expenditures will be increased on Year-Round Youth 
Employment and Employability. 


- In 1979-80, following consultation with the provinces, industry and labour, an expanded Job Experience Training 
Program (JET) will be mounted using UI benefits to cover the cost of a$1.50 wage subsidy. The government will pay 
the subsidy costs of those not eligible for UI. Jet will, however, commence in September 1978. 


“Sales taxes were reduced. Theinvestmenttax credit was extended. Accelerated capital cost allowances for manufacturing 
and processing equipment were made permanent. Incentives were provided for industrial R & D, for the development of non- 
conventional energy sources and for railway investment. Wage subsidies were introduced.” 


Taxation 


Relief from Federal Sales Tax 


- All business manufacturers with sales of less than $50,000 annually willbe exempt from federal sales tax. This measure 
frees 11,000 manufacturers, or 20 per cent of all current licensees, from the tax. It will cost the federal government 
some $30 million. 


- A new flexibility in the frequency of filing federal sales and excise tax returns will reduce the paperburden on smaller 
firms. Thousands of firms will now file biannual or quarterly, rather than monthly, returns. Approximately one half of 
Canada's small business manufacturers will find their filing frequency reduced. 


- The federal government will establish authority to permit small manufacturers to purchase or import, without payment 
of tax, production machinery they use to manufacture their goods. 


Shop Canadian 
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Easing the Transfer of Family-owned Small Businesses 


- Legislation will be introduced to permit the tax free transfer of small business holdings from a parent to a child or 
grandchild. The changes allow a deferral of up to $200,000 in capital gains when shares of an incorporated small 
business are transferred between generations of a family. 


Allowing Broader Capital Loss Deductions 


- Important tax relief for the small businessman will be provided by new amendments to the Income Tax Act allowing 
much broader deductions for capital losses. At present, allowable capital losses can only be deducted from capital 
gains; the new policy will allow capital losses to be deductible against income from any source. This change will 
encourage more risk capital to be invested in small business. 


- Another budget measure concerned the special Part IV tax. That is, the tax of 25 per cent on intercorporate 
dividends. To assist small business financing and joint venture operations, the 1977 budget removed this tax from 
dividends received on any shareholding that represented an interest of more than 10 per cent in a corporation provided 
that the investor corporation’s cumulative deduction account did not exceed $750,000. A change is proposed to 
eliminate the Part IV Tax on all dividends received by a private corporation from another corporation in which it has an 
interest in excess of 10 per cent. The change described above would by itself permit an inappropriate increase in the 
amount of business income that qualifies for the special low rates of corporate tax. To prevent such an unintentional 
increase, a consequential change is proposed that will prevent the deduction by a payor corporation in determining its 
cumulative deduction account of dividends paid by it to any other corporation (other than an associated corporation) 
that owns more than 10 per cent of its shares. 


Deferred Profit-Sharing Plans 


- The Income Tax Act imposed a special refundable tax on the acquisition by a deferred profit-sharing plan of certain 
non-qualified investments. Interest is charged where the tax is not paid at the time the investment is made. A change 
ensured that interest on any such unpaid taxes ceased to accrue on the refundable portion of the tax as of the disposal 
date of the non-qualified property. 


Employee Loans 


- Rules were introduced in 1977 to treat as taxable the benefit an employee enjoys on loans that do not require him to pay 
a reasonable rate of interest. Certain housing loans and loans to enable an employee to purchase shares were 
exempted from these new rules. However, the exemption for such loans was available only ifthe loan was made by the 
employer. A change will ensure that the exemption will apply on loans made by a person otherthanthe employer. This 
is needed because in some provinces companies are prohibited from making such loans directly and must do so 
through a financial institution. 


Research and Development Costs 


- Since 1961, the Income Tax Act has allowed a 100 per cent write-off of current and capital R & D expenditures in the 
year they are made. This fast write-off was supplemented last year by an investment tax credit on current and capitalR 
& D outlays varying by region from five to 10 per cent. As an added stimulus, a special allowance of 50 per cent of the 
increase in R & D activity was introduced for a 10-year period beginning in 1978. The allowance, which is deductible in 
computing income, would apply to the amount by which a company’s R & D expenditures in a year exceed the 
company’s average R & D expenditures over the previous three-year period. The effect would be to reduce a 
company’s after-tax cost of each additional dollar spent on R & D to as low as 20 cents. 


YOU HAVE A QUESTION? 
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Energy 


- Additional tax incentives were introduced to stimulate the production of energy, in the immediate as well as long term, 
particularly by new methods that increase the rate of recovery from known oil deposits. Two changes were made in the 
depletion allowance. First, the cost of machinery, equipment and other facilities acquired for use in an enhanced or 
tertiary recovery system will be eligible to earn a depletion allowance of $1 for each $2 of expenditure as compared to 
the normal depletion allowance earning rate of $1 for $3. Second, the amount of depletion allowance that may be 
claimed each year was increased for depletion earned on certain investments in non-conventional oil. 


Rail Transportation 


- Major investments are needed in the railway transportation system to improve efficiency and restrain cost increases. 


An additional straight line capital cost allowance of six per cent was provided on all railway system assets acquired after 
April 10, 1978 and before 1983. 


Employees at Remote Work Sites 


- The Income Tax Act specifies that free board and lodging provided to an employee is a benefit subject to tax. However, 
it allows an exemption for persons working on remote location far from their homes who have married or equivalent 
status. Single persons in similar circumstances were made eligible for the same treatment. 


“In my own particular area, the past year has seen significant increase in activity supporting Canadian industry. 


“The Enterprise Development Program (EDP) was decentralized into the provinces to make it accessible to medium and 
small businesses. EDP makes grants of up to 50 per cent of project costs in support of innovation and for various kinds of 
consulting studies. It provides loan insurance to build, expand or modernize plants. EDP also provides loans for working capital. 
In fiscal 1977/78 $125 million were authorized for such projects, an increase of 24 per cent over the previous year. 


Assistance to Medium and Small Manufacturers 


“Further, Cabinet has approved an expansion of federal financial support programs to help Canadian industry meet the 
world trading competition of the 1980s . An increase to $1 billion from $350 million will be made in the amount of loans to medium 
and small manufacturers that can be insured by Enterprise Development Boards. 


“This last-resort financing, in the form of government loss insurance for loans made by private lending institutions, is a 
revolving authority. As loans are repaid, new insurance can be provided. As a result, more than $1 billion will be available in term 
debt to help companies expand or go into new activities. 


“This is part of an expanded program with two goals: (1) encouraging industry to expand, modernize and innovate to grasp 
new opportunities, and (2) providing assistance to companies to adjust and change course if they are threatened with injury by 
freer world trading practices which may follow the multilateral tariff negotiations in Geneva. 


Enterprise Development Program (EDP) 


The Enterprise Development Program absorbed seven programs previously operated by the Department of 
Industry, Trade and Commerce and was established April 1, 1977. 


Administration of the program was decentralized to the regions. A central board processes larger projects and 
ten Regional Enterprise Boards handle projects requiring government assistance of not more than $200,000 for firms 
whose annual sales do not exceed $2,000,000. All EDP Boards are composed of an equal number of members drawn 
from the local private and public sector. The Chairman of each board is a private sector member. 


Shop Canadian 
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Assistance provided by the EDP takes two forms: 


(a) Contributions of up to 50 per cent of eligible project costs in support of innovation (R&D projects), as well as 
for various kinds of consulting studies relating to marketing, productivity, design, and general feasibility. 


(b) Insurance up to 90 per cent in support of term loans made by conventional lenders for purposes of plant 
establishment, expansion, or modernization and for working capital. 


Loan insurance is provided to manufacturers and processors who cannot obtain financing from conventional 
sources. Support is provided for eligible projects when their costs represent a significant burden to the firm’s overall 
resources and when the innovation project represents a new or improved product involving a technology advance of 
technical risk. This approach is taken to direct funds primarily to small-and medium-sized businesses. 


Authorizations during the program's first year of operation are compared with results obtained during the 
previous year before the various programs were consolidated. 


Fiscal 76/77 Fiscal 77/78 % Increase 
Projects Authorized 229 265 19 
Dollars Authorized $101 million $125 million 24 


The trend has continued at an increased rate during the first five months ofthe current year (172 projects amounting to $97 
million). 


“For 1979/80, an additional $28 million, generally for innovation programs, is to be provided through EDP and other 
programs of ITC and related agencies. Direct funding provided by EDP is $26 million for the current fiscal year ending March 31, 
1979, so that cash available for EDP funds is to be doubled. 


“EDP funding will double again in 1980/81 and will continue to rise during the first half of the next decade. Within five years, it 
is expected that more than $1.3 billion worth of support will have been provided. 


“The ITC programs being expanded are only one aspect of the federal government’s efforts to encourage industry in 
Canada. The Export Development Corporation (EDC), the Federal Business Development Bank (FBDB) and the Small Businesses 
Loans Act, together with the Department's trade and other services provide, in aggregate, substantial assistance to the Canadian 
Community. In 1977/78, 197,559 projects were handled involving authorized amounts of $3.7 billion. Smaller and medium-sized 
businesses in Canada received the majority of the total support to business. 


“As well as providing new money and expanded or new services, the criteria for support has been broadened to better 
respond to the needs of small-and medium-sized businesses in Canada. 


“In a time of cutbacks on government spending, increased spending in this area comes because the federal policy is placing 
first priority on industrial growth through private enterprise. 


Export Development Corporation (EDC) 


It is estimated that EDC directly and indirectly supported more than 200,000 man-years of jobs for Canadians in 
1977. For the first time in its 33 years, EDC signed more than $1 billion in loans to foreign buyers in 1977. 


In the past, EDC funded disbursements under its loan agreements by borrowing from the government. However, 
in 1977 it funded its loans in part by borrowing more than $300 million in its own name in private capital markets. This 
year, and in the future, it expects to meet all its funding requirements by borrowing in private capital markets. 


The EDC has always operated at a profit. Last year net profit earned was six per cent over that in 1976, a record 
$18.7 million. 


Over the past year EDC has introduced three programs: the Risk Protection Insurance Program providing surety 
protection to Canadian firms competing for projects abroad; the Small Business Program is directed at threshold 
businesses that have the potential to expand through exports; the Contractor's Surety Insurance Program is intended 
to encourage Canadian construction companies to expand and move around the world. 


New EDC legislation this year raised the ceiling on EDC operations to $26 billion from $8.5 billion. 


YOU HAVE A QUESTION? 
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“Another key agency, the Federal Business Development Bank (FBDB), is located throughout the country, with something 
like 90 offices, and tailors its services to local needs.” 


During fiscal year 1977 (April 1, 1976 to March 31, 1977), the FBDB made 9,311 loans amounting to $424.1 
million. During FY 1978, the Bank made 9,908 loans, up six per cent in number, amounting to $479.3 million, up 13 per 
cent over FY 1977. In the first five months of FY 1979, the Bank made over 4,579 loans, totalling $235 million. 


In FY 1977, the Bank made 24 equity investments for acommitment of $2.3 million. In FY 1978, the Bank made 69 
new equity investments for a total of $11.7 million. During the first five months of FY 1979, 20 equity investments valued 
at $860,000 have been made. 


At the end of FY 1977, the FBDB had outstanding loans and equity investments of $1.525 billion divided among 
31,925 customers. By the end of FY 1978, the amount of loans and equity investments outstanding had increased to 
$1.631 billion (an increase of 6.7 per cent) and the number of customers to 33,223 (an increase of four percent). During 
FY 1979 to date, the number of Bank customers continued the upward trend, reaching 33,760, and the total amount of 
loans and investments outstanding increased to $1.679 billion. The slowing in the increase of the Bank’s total 
outstandings in FY 1978 and 1979 over previous years reflects the lower than potential real growth in the economy as a 
whole. 


The Bank’s Management Services have expanded sharply in the past two years. The Counselling Assistance to 
Small Entreprises program (CASE) received 4,230 enquiries in FY 1977, and undertook 2,841 assignments, of which 
1,660 were completed. In FY 1978, the number of enquiries more than doubled, to 9,807; the number of assignments 
increased to 6,975; and, the number of completed assignments more than tripled, to 5,472. Inthe first five months of FY 
1979, 5,388 enquiries were received, 4,018 were undertaken, and 3,998 were completed. The Bank’s management 
training seminars have increased steadily: 614 seminars were given in FY 1977, 1,049 seminars in FY 1978, and 467 
seminars in the first five months of FY 1979. 


The Look Ahead 


“You don’t have to look down the road very far to see plainly that our economic future rests on the private sector ana 
governments coming together to determine two things: What action is needed? Who should be providing it? We cannot afford to 
be operating at cross-purposes. New trends and developments in the 1980s will open to us great problems and great chances. The 
job will be to minimize the problems and run hard with the chances. 


“Business believes, and the present federal government agrees, that the role of government is not to direct and manage the 
economy in detail. That is for the marketplace to do. But there is a role for government both in improving the general economic 
climate and in providing new or improved programs to help specific industry sectors and firms adjust to the new challenges or new 
chances. 


“Mr. Chrétien announced the general industrial support plans recently. Total new cash outlays in support of economic 
development will be $300 million in 1979/80 -- $65 million for tourism and the resource industries/and $235 million for 
manufacturing and major capital projects. Of that $235 million, $28 million will go to increase industrial support programs, about 
$70 million is for shipbuilding and repair facilities, and approximately $140 million for major capital projects. New sums are also 
being spent on job creation and worker training. 


“Our general intention is to help Canadian industry adjust to forces going beyond the current multilateral trade negotiations 
in Geneva. Freer trading will be phased in and will provide fewer serious shocks than many fear. 


Shop Canadian 


Commerce Canada ITC Newsletter — October 1978 7 


Adaptation and Development to Multilateral Trade Negociations (MTN) 


“Some special additional MTN-related initiatives, to provide funds for restructuring proposals in firms which may be injured 
under the MTN, are: 


a) $2 million per year for consulting assistance to firms injured as a result of MTN to help provide professional advice 
to devise and implement restructuring proposals; 


b) $20 million per year for up to 100 per cent loan insurance to finance restructuring proposals from firms seriously 
injured or likely to be seriously injured as a result of freer trade flowing from the Tokyo Round; and 


C) $5 million per year for direct loans to finance restructuring proposals in firms seriously injured or likely to be 
seriously injured by reduced tariffs 


“A special MTN Panel will be created within the Enterprise Development Board, comprised of the business sector leadership 
and public sector membership of the Board. The MTN panel will assure, for MTN adjustment cases, the full merchant banking 
array of instruments and facilities available under the EDP. While problems of injury are not expected to be numerous, this facility 
will facilitate careful attention to these situations. But with or without the MTN, Canada faces a future of new competition from 
such countries as Korea and Brazil, and of increasing competition from the U.S. and Europe. We are looking at a new order of 
technology -- and at a bright future for countries and industries well educated, bold enough, streamlined and flexible enough, to 
seize the opportunities that will arise. 


“In a continuation of the consultative process established with the industry sector task forces, I’ve set up a special review 
committee -- made up of members from the private sector -- which will assist Canadian industry in its search for new markets. 


“The Committee will analyse existing services, levels of support, operating techniques, resources, goals and results, the 
effectiveness of relations among agencies, and anything else it, as a fully autonomous group, wants to study. The group will tour 
the provinces, meeting with provincial government people and with business, labour and other interested organizations. They will 
also travel to market areas of their choice to assess performance. 


“The group will decide itself whether it wants the services of an outside consultant, paid by the government. 


“Finally, the group will be asked to report to federal and provincial trade ministers by June 30, 1979. The report is to include 
recommendations for change and improvement. 


“Canada is a fortunate country. One clear impression emerging from many of the sector reviews is an underlying sense of 
optimism and opportunity. 


“In communications, including space technology, Canada has an internationally recognized capacity. We have a good 
position in high speed, large volume data transmission. We can forge ahead in ocean industries on the coasts where the 200-mile 
limit has brought to Canadian hands a vast amount of fish and mineral resources. In the energy field, there is potential not only in 
such big projects as pipelines and hydro or nuclear plants, but also in renewable resources and conservation. Research and new 
techniques in the management and protection of forest resources hold promise for our mature, but always renewable, forest 
industries. 


“Other areas with potential for Canada include food processing, petrochemicals and plastics, health care, metallurgy, 
systems electronics, aerospace, and the industries associated with tourism and recreation. New industries will be born out of 
technology not yet identified. 


“These areas illustrate that Canada is not heading into the future with everything stacked against it. It has all manner of 
resources, worker and management skills, and, for the most part, supportive government policies. 


“The Department of Industry, Trade and Commerce’s recently published study of Canada’s Trade Performance -- 1960 to 
1977 (available from ITC’s Printing and Distribution Division Office of Information and Public Relations, ITC) refutes the argument 
that we have a rising deficit on fully manufactured goods. In fact, in 1977 we exported nearly 20 times the end products that we 
exported in 1960; and imported less than five times our 1960 imports. Instead of a rising deficit in end products, the report shows 
that it has fallen from about 21 per cent of our total trade turnover (exports plus imports) in 1960 to 12.7 per cent in 1977. 


“In 1960, we exported $135 million in industrial machinery: last year, we exported $1.7 billion. Canadian export growth over 
the period was stronger than the world average, a massive average annual increase of 13.2 per cent by value. This growth in exports 
was well ahead of the growth of the economy as a whole. For a country that relies so much on exports -- far, far more than do our 
industrial competitors -- that is a good record.”. 


To improve the position of the private sector as Canada heads into the 1980s, the federal governement has 
determined main policy directions which are: 
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A Framework of Priority, 1980-85 


1. Growth and expansion of the Canadian economy should be fuelled by private Canadian funds to the greatest 
degree possible. The constraint on government growth and intervention will continue freeing as many 
resources as possible for yet more growth. Our direction will be to reduce taxation on the Canadian economic 
system. 


2. The whole set of government economic policies, both federal and provincial, must be conducive togrowth. A 
range of policies regulating quality, environmental issues, competition, intellectual property and requiring 
Statistical reporting have legitimate objectives which the federal government will protect. However, we will 
ensure that regulatory and other policies keep constraints on industrial growth to a minimum. 


3. The government is prepared to ensure the required economic infrastructure is in place. This includes such 
transportation facilities as roads, harbours, railways, pipelines, and power and energy facilities. Our 
contribution will be made in three ways: 


(a) we will facilitate and expidite the approval of private sector projects, as in the example of the Alcan 
pipeline. 


(b) we will increase our support for infrastructure projects in provinces through the department of 
Regional Economic Expansion; 


(c) we will be prepared to make direct contributions to certain important projects. Mr. Chrétien is 
reviewing a list of major projects which could move forward in the next two years. 


4. Successful industries in the 1980s will have a highly trained manpower. Federal manpower training programs 
are being revised to increase substantially skills and on-the-job training support. The government is also 
working to improve manpower mobility. 


5. Because new technology will create growth, the government has increased its R&D incentives in the tax 
system. Now it is committed to a program to increase Canadian R&D expenditures markedly, toward 1.5 per 
cent of GNP in the early 1980s. The program ensures that most new R&D will be done within industry itself. 


“A preliminary estimate of the cost of these initiatives is $400 million a year in additional funds, or a total of $2 billion over the 
five years from 1980 to 1985. Most of this funding will be covered by a diversion of direct job creation funds to these programs after 
1980. 

“Industrial policy, of course, is always changing, along with the changing marketplace. Our policies can only remain up-to- 
date if business, labour and provincial and federal governments continue sharing their views of what was referred to earlier: what is 
needed? and, who should best provide it? We will move further forward through continued consulting with labour and business, 
and with the federal-provincial meetings in November. That is the way we will guarantee the Canadian future.” 


ITC Cuts: Explanatory Notes Appendix I 
1. The Defence Industry Productivity Program 


This program has been cut $4.2 million in each of 1978/79 and 1979/80. This leaves $40 million to be spent in each of 
those years to maintain the technology of the Canadian defence industry to meet the national interest and to generate 
defence exports and related civil exports from that capability. 
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The Metric Tools Conversion Program 


This program, at its inception in 1976, was to expend $40 million over a five-year period. It has not met with the 
response expected. To date only about $500,000 has been disbursed. The program is being terminated effective April 
1, 1979. 


Shipbuilding Contract Subsidies 


This program of capital subsidies for the construction of commercial and fishing vessels is being reduced by $5 million 
in each of 1978/79 and 1979/80. This leaves $59.2 million to be spent in 1978/79 and $55 million in 1979/80. The 
program provides direct subsidies on shipbuilding contracts to make Canadian shipyard prices more competitive. 
While this has obtained foreign contracts, we believe that it will be more effective to provide direct assistance for the 
upgrading of shipbuilding facilities rather than subsidizing individual contracts. Note the new program of assistance 
for dry dock facilities, which more than offsets these reductions 


Tourism 


The Tourism Program will be cut by $1.7 million. The balance, $26 million, will be used to sustain the orderly growth of 
tourism in Canada through the Marketing and Policy Planning and Industry Relations activities. 


AGMAP 


This program, providing recoverable and non-recoverable contributions for market identification and development 
and product/process development for agricultural products, is being terminated effective April 1, 1979. Outstanding 
commitments on ongoing projects will be met and many projects covered in the past by AGMAP will qualify for 
assistance under the PEMD and EDP programs in the future. 


GOMI 


This program of recoverable and non-recoverable contributions met similar needs to those of AGMAP in the Grains 
and Oilseeds Sector of the industry. It is being terminated effective April 1, 1979, but outstanding commitments will be 
met. After that date, many projects previously covered by GOMI will be able to qualify for assistance under the PEMD 
and EDP programs. 


Credit Grain Sales 


Credit on sales not financed by the Canadian Wheat Board (including sales on credit terms of three years or less of 
other than western wheat, barley and oats; and, sales on credit terms of more than three years) are insured under 
Section 27 of the Export Development Act. Interest subsidization costs are paid by the government from the ITC 
Estimate item which provides “payments to facilitate sales of grain and grain products on credit to developing 
countries”. 


Liabilities under this program are difficult to determine precisely and, as far as outstanding contracts are concerned, 
are not subject to unilateral cuts. Accordingly, while cuts of $2 million in 1978/79 and $3 million in 1979 were forecast 
early in August, we will need to see what changes to interest rates occur before we can be sure that these reductions will 
be realized. In the event that they are not realized, other compensating cuts in the Grains Program will be found. 


FIRA and Standards Council of Canada 
These agencies, whose amended budgets for 1979/80 are relatively modest, being in the order of $3.9 million and $3.5 


million respectively, are absorbing general cuts of $300,000 and $200,000 in that year. These cuts represent general 
belt tightening and are not likely to affect their effectiveness significantly. 


Statistics Canada 


The $13.5 million expenditure reduction for Statistics Canada in 1979/80 represents almost 11 per cent of the present 
(1978/79) operating budget of $123.5 million and is in addition to a previous cut of $3 million from this same base 
amount. While cuts were made in all areas of the bureau, a general overall guideline directed reductions to: 


YOU HAVE A QUESTION? 


CALL 
ZENITH 0-3200 


The Business Center 

Departement of Industry, Trade and Commerce 
Level 01 (center area) 

235 Queen Street 

Ottawa, Ontario K1A OH5 

Tel: 995-5771 (Area Code 613) 

Telex: 053-4123 


10 


Commerce Canada ITC Newsletter — October 1978 


a) Curtailing or simplifying the programs of current statistics of households, businesses and institutions, while 
preserving to the greatest extent possible the availability and reliability of critical national economic aggregates and 
indicators; 


b) Making all feasible economies in the functional and overhead services which support the statistical programs 
directly and indirectly. 


The resulting major reductions are roughly as follows: 


- $5 million from the Business Statistics budget of $39 million; 


- $3.2 million from the $18 million budget for Institutional and Agricultural Statistics which includes areas such 
as Health, Education and Justice; 


- $2.6 million cut from current Household Statistics budget of $15 million which involves elimination of the 
Canada Health Survey. 


Financial 


“The EDP loan insurance facility will be increased to $1 billion from $350 million to assure the availability of term debt to 
viable smaller and medium-sized manufacturers and processors. 


The flexibility of EDP to encourage solutions to business problems like mergers and acquisitions will be increased: providing 
$2 million per year in 100 per cent loan guarantees to maintain firms encountering difficulties when, in the Enterprise Development 
Board’s jusgement, a viable merger or other solution could be arranged if more time were provided; providing $4 million per year 
for consulting funds to be used by the EDB to develop mergers and acquisitions and for shared cost studies; developing early- 
warning systems with chartered banks and others to identify possible merger candidates prior to untenable operating difficulties. 


Innovation 


“The funding autnority for innovation grants under EDP will be increased from $25 to $60 million. EDP is to be allowed to 
support research, design and development by up to 75 per cent of direct costs (from 50 million per cent of direct and some indirect 
costs). Innovation projects which do not meet the EDP’s test of significant burden on the company concerned, but which are 
sound and will not be undertaken in Canada without support, will be referred to Treasury Board for special approval. 


Marketing 


The funding authority for the Program for Export Development will be increased by $2.5 millionin order to support incoming 
buyers and market identification projects for selected areas of the United States: EDP will be expanded to provide repayable 
support for studies to include activities such as market research and market testing. 


Sales Promotion 


“PEMD will be expanded by an additional $5 million per year to provide repayable support for sustained export market 
development efforts, such as opening sales offices abroad. In total, the PEMD budget will be revised from $5.5 million to $13 
million per year. 


“The Department will implement a $100 million contingent liability authority to provide risk re-insurance that will further 
assist Canadian companies to participate in major overseas capital projects. The Promotion Projects Program will be expanded by 
$2.1 million per year for fairs and missions abroad to sell Canadian goods. Adomestic sourcing system will be created to facilitate 
the identification of Canadian suppliers for potential foreign and Canadian buyers. 


Management Services 


“The Federal Business Development Bank’s counselling, training and information services and programs for small 
businesses will be increased by $2.1 million per year. The department will establish a nation-wide series of private sector 
consulting councils, big firms helping small firms, along the lines of the successful Hamilton-Wentworth Business Council. 
Estimated costs are $125,000 in 1980/81 and $500,000 annually thereafter. 


Administration 


“The authority of the Regional Boards of the EDP will be increased to enable them to support firms with annual sales up to $5 
million (from $2 million). The intent is to improve access of medium-sized firms to the EDP while continuing to focus the Regional 
Boards on the needs of smaller businesses. 
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Tourism Appendix B 


Tourism was estimated to be worth $10 billion to the Canadian economy in 1977 -- about 5 per cent of GNP. 


Of this $10 billion, approximately $8 billion came from the spending of Canadians travelling in their own country while about $2 
billion came from the spending of visitors to Canada. 


These expenditures gave rise to some $5 billion in total revenues to all levels of government. 
Tourism involved some 80,000 businesses -- a few large but the vast majority small -- widely dispersed across Canada. 


Tourism is labour intensive: expenditures directly and indirectly supported more than 900,000 jobs for Canadians -about 8.5 per 
cent of the country’s total labour force. 


Tourism is capital intensive: annual investment of $1.5 billion from public and private sources is induced by the gross travel 
expenditures to meet the needs of facilities and services. 


The “Canadian content” in the Canadian tourism industry’s “travel product” exceeds 90 per cent. 


In 1977, income from all visitors to Canada was estimated at $2 billion, an increase of $76 million over 1976 in current dollars but a 
decline in constant dollars. 


Canadian travel expenditures abroad in 1977 amounted to $3.6 billion, up $540 million or 17 per cent from the year before. 


This left Canada with a deficit of $1.6 billion on travel account in the country’s international balance of payments, a deficit which 
had increased fourfold since 1973. The most serious deterioration has taken place in the bilateral travel account with the United 
States. In 1977 the deficit with the United States, alone, was almost half the total Canadian travel account deficit. 


To date in 1978 (data up to the end of July) trends in travel between Canada and other countries compared with the same period in 
1977 give grounds for cautious optimism that a “turn around” is beginning. 


Canada’s travel deficit still grew but at the slowest rate in the period since 1974. At mid-year 1978 the deficit stood at $1,352 million 
or 13.4 per cent higher than the same period in 1977. But the growth 1977 over 1976 had been 37.8 per cent. 


The data for the critical third quarter (July-August-September) when Canadian tourism traditionally earns a large surplus, are not 
yet available. 


Where overseas visitors are concerned, strong growth continues. At mid-year 1978, the number of visitors was up 11.5 per cent; 
there was a further surge in July. Expenditures suggest a 17 per cent rise. 


Trends in terms of bilateral travel with the United States show a marginal improvement in Canada’s favour, i.e. a slowing in the 
adverse trends of the recent years. The number of visitors to Canada from the United States declined by 1 per cent in the first six 
months of 1978 compared with 1977 whereas the year-over-year decline for the same period in 1977 compared with 1976 had been 
2.6 percent. The number of Canadians returning from the United States during the first half of 1978 fell by 1.8 per cent compared 
with 1977, whereas for the comparable time periods 1977 versus 1976 there had been year-over-year increase of 8.3 per cent. 


The Canadian Government Office of Tourism (CGOT) has intensified its efforts to promote travel to and within Canada and to 
contribute to the orderly development of tourism in Canada, in the closest cooperation with the federal departments and agencies 
having operations related to tourism, with provincial and territorial tourism authorities and with the private sector involved. 


Mailing address: Eg de Government Gouvernement 
I.T.C. Newsletter of Canada du Canada 
Office of Information and Public Relations | 

Department of Industry, Trade and Commerce Industry, Trade Industrie 

235 Queen Street and Commerce et Commerce 


Ottawa, Ontario K1A OHS 


Minister: 

Jack H. Horner 

Minister of State for Small Business: 
Anthony C. Abbott 
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